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A reduction in interest rates in the US, Europe, and Japan in recent weeks has created new
opportunities for Latin American countries to lure foreign capital back into the region's financial
markets. According to Lipper Analytical Services, a US-based economic consulting and analysis
firm, Latin American investment funds that are managed by Wall Street companies have already
reported a 15% increase in business since the start of the year. The renewed interest in Latin
American investment opportunities represents a marked turnaround compared with early 1995,
when nervous investors scrambled to withdraw their funds from financial markets in the region
following the devaluation of the Mexican peso (see NotiSur, 01/12/95, 02/02/95 and 02/23/95). The
return of foreign investors to Latin America is attributed in large measure to a widespread reduction
in interest rates in developed countries.
Central banks in the US, Japan, and several European countries have lowered key interest rates by
several percentage points to stimulate their sluggish economies. For example, in early February,
Germany's Bundesbank lowered a key rate by several percentage points, following news that the
country's unemployment rate had increased to 11%. Bundesbank sources said the rate had to be
lowered to avoid a recession. In January and February, central banks in France, Norway, Belgium,
and Denmark also reduced their interest rates as a short-term measure to stimulate economic
activity. And, in Japan, the prevailing rates have dropped to a historic low of 0.58% for short-term
instruments, and only 3% for longer-term investments.
The record-low interest rates in Japan reflect the government's growing concern about
unemployment, since the jobless rate for December was reported at 3.4% for the second consecutive
month, the highest since the government began using its present method of collecting statistics
in 1953. In the US, in late January the Federal Reserve Bank (Fed) announced reductions in two
key interest rates for the second time in two months. According to market analysts, the Fed started
cutting interest rates in mid-1995, in an effort to bolster the US economy. "There is no doubt that
an inverse relationship exists between movements in interest rates in the US and the flow of capital
to other countries," said analyst Brian Barish of Lazard Freres & Co. "As US interest rates decline,
investors seek higher yields elsewhere, including the higher-risk emerging markets."
Still, even though the reduction in interest rates in advanced industrialized countries has
encouraged investment in Latin America, many analysts believe that capital flows are also
encouraged by the region's relative economic stability during the second half of 1995, as reflected
by a recovery in the regional stock markets, beginning in April of last year (see NotiSur, 05/25/95).
In an interview with Reuters news service, analyst Joyce Chang of Merrill Lynch suggested that the
current investment climate in Latin America is better than it has been in two years. Among other
things, Chang and other analysts cited the fact that economic indicators are more predictable than
a year ago, when the Mexican economic crisis had a widespread influence throughout the region, in
what commonly became known as the "tequila effect."
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Indeed, at a recent economic summit in Davos, Switzerland, in early February which included heads
of state from around the world Presidents Carlos Menem of Argentina and Alberto Fujimori of Peru
took the opportunity to promote their countries and Latin America as a whole as a safe haven for
foreign capital. "A new and modern Argentina withstood the Mexican economic crisis," Menem told
reporters, emphasizing the Argentine economy's ties to neighboring countries. "Whoever invests
in Argentina, also invests in the Southern Cone Common Market." Indeed, many financial analysts
believe that Argentina will become one of the most attractive alternatives for US capital, because
its currency is closely linked with the US dollar. Still, while Argentina will particularly profit from
the surge in capital inflows, the growth in financial investments is expected to generate widespread
benefits for the entire region. "Any country in Latin America that follows prudent economic policies
should benefit from the trend," said analyst Tulio Vera of the investment company Bear Stearns.
Meantime, Chilean Finance Minister Eduardo Aninat also used the Davos conference to reassure
potential investors that recent changes in Chilean investment legislation would not have a
detrimental effect. At a breakfast meeting, Aninat reassured 30 business leaders from Europe and
North America that President Eduardo Frei's administration remained committed to creating a safe
environment for foreign investors. However, he defended a recent initiative to restrict movement
of short-term capital as a necessary move to prevent a crisis similar to the one that caused the
devaluation of the Mexican peso in late 1994. For its part, the International Monetary Fund (IMF) has
also begun to address concerns about capital flight from emerging markets in cases such as the one
that caused the devaluation of the Mexican peso in late 1994.
In early February, the IMF proposed a program through which key economic indicators from
emerging markets would be available almost immediately to potential investors via global computer
networks, such as the Internet. The regular data the IMF has proposed to place online, beginning
in April, includes statistics on GDP, employment, consumer inflation, foreign currency reserves,
fiscal budgets, trade balance, gold reserves, balance of payments, and other key indicators. "This
has the potential to make a significant contribution to sound economic policy and smooth market
functioning," IMF official Carol Carson told reporters at a news conference. Indeed, because of the
peso devaluation and its impact on the region, a number of countries in Latin America have been
expecting closer scrutiny of their economies from the IMF and other multilateral institutions (see
NotiSur, 05/25/95).
In a separate but related report, the IMF listed seven Latin American countries among the world's
top 23 "market borrowers," meaning that more than two-thirds of their total liabilities were owed
to commercial creditors. The Latin American countries listed in this report dubbed the World
Economic Outlook were Argentina, Brazil, Chile, Mexico, Peru, Uruguay, and Venezuela. [Sources:
Reforma (Mexico), 02/05/96; Associated Press-Dow Jones, 02/08/96; Excelsior (Mexico), 02/01/96,
02/09/96; Notimex, Agence France-Presse, 02/11/96; Reuter, 01/31/96, 02/09/96, 02/11/96, 02/12/96;
Spanish news service EFE, 02/12/96; Estrategia (Chile), 02/06/96, 02/12/96, 02/13/96; New York Times,
02/14/96]
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